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EXECUTIVE SUMMARY

The Oregon Student Assistance Commission (OSAC) did not fully comply with the Higher
Education Act of 1965 (HEA), as amended, and applicable Federal regulations in its
establishment and in the use of Federal and Operating Funds for the Federal Family Education
Loan (FFEL) program. We found that—

=  OSAC improperly excluded about $1.6 million from the fund balance when it established
the Federal Fund. OSAC claimed that the amount was owed to the Commission for the
remaining principal balance and accrued interest on State funds, held in the reserve fund,
for the period October 1967 through November 1998.

=  OSAC improperly deposited about $160,000 of supplemental preclaims assistance
payments received after October 1, 1998, in the Operating Fund instead of the Federal
Fund.

= OSAC did not comply with Federal regulations and Office of Management and Budget
(OMB) Circular A-87 for costs charged to the Operating Fund as required by
34 C.F.R. § 682.423(a). Specifically, OSAC did not (1) follow the OMB Circular A-87
in developing its cost allocation plan, (2) consistently apply the percentages stated in its
cost allocation plan, (3) provide periodic certifications for staff who worked solely on the
FFEL program, and (4) ensure that charges to the Operating Fund were allocable to the
FFEL program and adequately documented.

We recommended that the Chief Operating Officer for Federal Student Aid' require OSAC to
transfer about $2 million from its Operating Fund to the Federal Fund and to take corrective
action to ensure that costs charged to the Operating Fund comply with Federal requirements.

The OTHER MATTERS section of the report provides information on additional areas that came
to our attention during the review regarding (1) investment interest income earned on the Federal
share of collections, (2) late payment of usage fees, and (3) sponsorship fees for the “Mapping
Your Future” program exceeded the allowed contribution limit.

In its comments to the draft report, OSAC did not agree with our finding that it improperly
excluded $1.6 million from the fund balance when it established the Federal Fund. OSAC
generally agreed with the other findings and recommendations. The full text of OSAC
comments is provided as an attachment to the report.

' Formerly the U.S. Department of Education’s Student Financial Assistance (SFA). SFA
changed its name to Federal Student Aid on March 6, 2002.
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AUDIT RESULTS

We concluded that OSAC complied with the HEA and regulations governing the initial
establishment of the Federal and Operating Funds, except that OSAC improperly excluded about
$1.6 million from the Federal Fund. We found that OSAC did not fully comply with the HEA
and regulations governing sources of funds when it did not deposit supplemental preclaims
assistance payments, totaling about $160,000, in the Federal Fund. From our review of financial
transactions for the period July 1, 1998, through June 30, 2001 and cost allocation plans for
fiscal years 1999 through 2002, we found that OSAC had not fully complied with regulations
governing uses of funds and OMB Circular A-87 when it charged administrative costs to the
Operating Fund. We concluded that OSAC had properly identified the ownership of fixed
assets, but, as disclosed in the OTHER MATTERS section of the report, OSAC did not deposit
usage fees in the Federal Fund on a timely basis.

FINDING NO. 1 - OSAC Improperly Excluded $1.6 Million When It
Established the Federal Fund

The 1998 amendments to the HEA of 1965, enacted on October 7, 1998, required each guaranty
agency to establish a Federal Fund and an Operating Fund. HEA § 422A(a) states—

Each guaranty agency shall, not later than 60 days after the date of enactment of
this section, deposit all funds, securities, and other liquid assets contained in the
reserve fund established pursuant to section 422 into a Federal Student Loan
Reserve Fund [Federal Fund] . . ..

Our review found that at the time OSAC established the Federal Fund, it improperly placed
$1,586,006 from its FFEL Program Account” into the Operating Fund rather than the Federal
Fund. According to OSAC officials, the $1,586,006 represented State money ($18,573) held in
the FFEL Program Account on December 6, 1998, and accrued interest ($1,567,433) on State
money held in the FFEL Program Account during various times from October 1967 to
November 1998. OSAC provided an agency-prepared worksheet as support for its calculation of
the $1,586,006. The worksheet shows the State money that OSAC claimed was in its reserve
each month and the accrued interest compounded monthly.

To identify the State money in its reserve each month, OSAC used amounts reported on

? Prior to December 6, 1998, OSAC had one account with the Oregon State Treasury (called the
FFEL Program Account) which contained the money for two OSAC funds: Fund 0110-FFEL
Program Limited Fund and Fund 0150-FFEL Program Non-limited Fund. As of

December 6, 1998, the money in the FFEL Program Account was allocated to two OSAC funds
with separate accounts in the Oregon State Treasury: Fund 0165—Federal Student Loan Reserve
(referred to as the Federal Fund in our report) and Fund 0110-Student Loan Guarantee Fund
Account (referred to as the Operating Fund in our report).
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ED’s Form 1130’ (Line 1 — State Appropriations and Funds from Other Sources). The amounts
included State funds available to OSAC under a continuing appropriation. OSAC’s audited
financial statements for the period July 1, 1966 to December 31, 1967 included the following
reference to the State of Oregon statute that provided the initial appropriation in 1967.

Oregon Revised Statute 348.570(3) states—

“Out of the moneys in the General Fund, there is continuously appropriated to the
State Scholarship Commission such sums as are necessary, but not to exceed
$240,000 in total [this amount was increased to $550,000 in 1975], to guarantee
payment of loans made by eligible lending institutions to student residents of the
State of Oregon... Funds may be disbursed from this appropriation on order of the
State Scholarship Commission to reimburse eligible lending institutions where the
lendee has failed to repay the principal sum of any loan specifically guaranteed by
the appropriation made by this subsection.”

We concluded from information contained in OSAC’s audited financial statements covering
periods from July 1, 1966, through December 31, 1976, that the entire amounts of the 1967 and
1975 continuing appropriations were not deposited in the FFEL Program Account. The audited
financial statements showed the following amounts were used from the continuing
appropriations to reimburse lenders.

1967 and 1975 Continuing Appropriations

Financial Statement Period .
Expenditures
From To

July 1, 1966 December 31, 1967 $ —
January 1, 1968 December 31, 1968 4,484
January 1, 1969 December 31, 1969 18,871
January 1, 1970 December 31, 1971 800

January 1, 1972 December 31, 1973 —

January 1, 1974 December 31, 1976 —
Total Expenditures $24,155"

* The actual amount may be lower because recoveries from borrowers on the defaulted loans were
deposited to the credit of the State General Fund. Note 4 to the Financial Statements for
January 1, 1974, to June 30, 1976, states—
Prior to the 1975 enactment, the accounting records reflected appropriations totaling
$22,847.32 . .. Taking into account payments and recoveries of payments, the amount of
the continuous appropriation is overstated by approximately $14,500.

For this same period, the agency-prepared worksheet showed amounts totaling $568,573.

The audited financial statements also disclosed that funds from the continuing appropriation
were transferred to the FFEL Program Account, as needed, to reimburse lenders. The financial

3 The 1968 through 1984 versions of the Form 1130 used by OSAC to identify the State money
in its reserve each month are obsolete.
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statements for January 1, 1968, through December 31, 1968, included the following explanation
regarding an amount due to the FFEL Program Account from the continuing appropriation.*

The $507.50 balance is the amount required to be transferred from the continuing
guarantee loan appropriation for the purpose of reimbursing lending banks for
loans defaulted prior to December 31, 1968. The continuing guarantee loan
appropriation is reflected in the records [of the FFEL Program Account] only as it
is needed to reimburse lenders for defaulted loans . . . .

Thus, the funds provided by the continuing appropriations did not remain in the FFEL Program
Account for a lengthy period of time.

Based on the information presented in its audited financial statements, OSAC did not have a
valid basis for excluding the $1,586,006 from the Federal Fund. OSAC has not provided us with
documentation to show that the 1967 and 1975 appropriations in their entirety or that interest
earned on those funds were deposited in the FFEL Program Account.

Recommendations
We recommend that the Chief Operating Officer for Federal Student Aid require OSAC to—

1.1.  Transfer $1,859,592 from the Operating Fund to the Federal Fund. This amount is
comprised of the $1,586,006 plus $273,586 of imputed interest from October 1, 1998,
through December 31, 2001.°

1.2.  Return to the Federal Fund interest earned on the $1,586,006 from December 31, 2001.
This interest should be computed using the CVFR and calculated through the date that
the $1,586,006 was transferred to the Federal Fund.

OSAC Comments

OSAC did not agree with our finding and recommendations. In its comments to our draft report,
OSAC stated its belief that the Federal and Operating Funds were accurately and appropriately
established. OSAC described the process it used to determine that the funds and accrued interest
from the 1967 and 1975 continuing appropriations were in the FFEL Program Account. OSAC
stated that it—

* The financial statements also provided an explanation of the amount reported on the Form
1130: “It is noted that the unrecorded balance of this continuing appropriation at
December 31, 1968, is $235,515.85, and that reports to the Federal Government include this
appropriation as a part of the reserve fund balance used in computing the total loan capacity
available under the Guarantee Student Loan Program [FFEL Program].”

> We calculated the imputed interest using the U.S. Treasury Current Value of Funds Rate
(CVFR) of five percent for calendar years 1998, 1999, and 2000 and the CVFR of six percent for
calendar year 2001.
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» Confirmed that the State of Oregon provided State funds for the purpose of
administering the FFEL program and that the funds were continuously appropriated.

= (Contacted the State of Oregon Audits Division and the State of Oregon Treasury to gain
an understanding of the accounting treatment for continuous appropriations. According
to OSAC, it was informed by these state agencies that “[m]onies continuously
appropriated are held at Treasury, but are tracked individually with both principle [sic]
and interest accruing to the designated FFELP [FFEL Program] account.”

= Verified that balances on its Form 1130s were accurate and represented actual funds
available.

= Obtained a certified public accountant’s (CPA’s) confirmation of OSAC’s interest
calculation and the CPA’s analysis of interest earnings, and conclusion from that
analysis, that the FFEL Program Account contained the State funds.

OSAC also stated that the U.S. Department of Education did not raise questions during its two
reviews that specifically looked at OSAC’s establishment of the Operating Fund. OSAC stated
that it plans to obtain additional documentation to support its position that the funds and accrued
interest from the 1967 and 1975 continuing appropriations were in the FFEL Program Account.
As part of its response, OSAC provided letters from its CPA and the Oregon State Treasury.
OSAC stated that, in combination, the two letters further reinforce its position.

OIG Response

OSAC provided no additional reliable evidence that would contradict the information contained
in its audited financial statements regarding the accounting for the 1967 and 1975 continuing
appropriations. The State of Oregon Treasury letter and records, which were submitted for our
review, provided no evidence that the total amount of State funds provided by the continuing
appropriations or that interest earned on those State funds were deposited in the FFEL Program
Account.

The CPA analyzed interest earnings reported for three separate financial statement periods:
January 1, 1972 through December 31, 1973; January 1, 1974 through June 30, 1976; and July 1,
1981 through June 30, 1984. We found that the CPA’s analysis of interest earnings was based
on unsubstantiated assumptions rather than verified facts. Also, the analysis was incomplete,
contained calculation errors, and generally disregarded explanations and financial statements
information that were contrary to OSAC’s assertions.

We did not contest the fact that the 1967 and 1975 continuing appropriations made State funds
available for the purpose of administering the FFEL program. Nor have we questioned the
accuracy of OSAC’s Form 1130s or that the amounts shown on the forms represented actual
funds available to guarantee loans. Neither the existence of the continuing appropriations nor
the accuracy of the Form 1130s provide evidence that the State funds were, in fact, held in the
FFEL Program Account or that interest earned on those State funds were deposited in the FFEL
Program Account.

Even if OSAC was able to document that the full amount or a partial amount of State funds from
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the 1967 and 1975 continuing appropriations were placed in the FFEL Program Account, it still
would have been improper for OSAC to exclude the $1.6 million from the fund balance when it
established the Federal Fund. Once funds are deposited into the FFEL Program Account, the
funds lose their character as State funds and became the property of the Federal Government.
The 1998 Amendments to the HEA required that the assets of the FFEL Program Account be
deposited in the Federal Fund. OSAC provided no authority for excluding the amount it claimed
to be State funds or accrued interest from the Federal Fund.

The Department’s regulations permit a guaranty agency to return funds provided to the agency
by a State under certain limited circumstances. Specifically, the regulations at

34 C.F.R. § 682.410(a)(2)(ix)(A) allow a guaranty agency to repay funds to a state if the agency
provides the Department with 30 days prior notice of the repayment and demonstrates that: (1)
the amounts were originally received on a temporary basis only as shown by appropriate
contemporaneous documentation; (2) the objective for which the funds were provided has been
fully achieved; and (3) repayment of the funds will not cause the agency to drop below the
required minimum reserve levels. OSAC did not notify the Department of the proposed
repayment of the funds or meet any of the conditions. Also, the HEA and the Department’s
regulations contain no provision for charging interest to the Federal Government on State funds
held in the FFEL Program Account. Thus, even if the State funds and related accrued interest
had been deposited in the FFEL Program Account, OSAC would have had no authority to
unilaterally return the funds to the State or to deposit those funds into the Operating Fund.

Staff from the Department’s Federal Student Aid, Financial Partners Channel did conduct a
technical review in March 2000 and program review in January 2001, that covered aspects of the
establishment of the Federal and Operating Funds. Financial Partners Channel staff obtained
OSAC’s calculation of the $1.6 million, but did not request support for OSAC’s assertion that
the State funds and accrued interest from the 1967 and 1975 continuing appropriations were in
the FFEL Program Account or review the working papers supporting the CPA’s conclusions.
The limited nature of the technical and program reviews neither negates OSAC’s responsibility
to comply with HEA and applicable regulations in the establishment of the Federal and
Operating Funds, nor limits the OIG’s authority to report noncompliance and recommend
corrective action.
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FINDING NO. 2 - OSAC Improperly Deposited $160,000 of Supplemental
Preclaims Assistance in the Operating Fund

Guaranty agencies are required to deposit supplemental preclaims activity payments for activity
periods prior to October 1, 1998, in the Federal Fund.

After the establishment of the Federal Fund, a guaranty agency shall deposit into the
Federal Fund . . . all amounts received from the Secretary as payment for supplemental
preclaims activity performed prior to the date of enactment of this section . . . .

HEA § 422A(c)(4)

The agency must deposit into the Federal Fund . . . Federal payments for
supplemental preclaims assistance activities performed before October 1, 1998 . . ..
34 C.F.R. § 682.419(b)(4)

We found that over the period December 1998 through May 1999, OSAC improperly deposited
$160,099 of supplemental preclaims activity payments in the Operating Fund. The deposits

represented supplemental preclaims activity payments for activities performed prior to
October 1, 1998.

The following table shows the amounts received and the imputed interest through December 31,
2001.

Supplemental Preclaims Activity Payments
Date OIG Imputed
Received Amount Interest”
12/07/98 $ 39,817 $6,371
12/29/98 43,749 7,000
01/29/99 25,535 3,979
02/24/99 24,924 3,780
03/18/99 17,151 2,530
04/15/99 8,802 1,262
05/11/99 121 16
Totals $160,099 $24,938
* We calculated the imputed interest using the CVFR of five percent for
calendar years 1998, 1999, and 2000, and the CVFR of six percent for calender
year 2001.
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Recommendations
We recommend that the Chief Operating Officer for Federal Student Aid require OSAC to—

2.1.  Transfer $185,037 ($160,099 plus $24,938 of imputed interest through
December 31, 2001) from the Operating Fund to the Federal Fund.

2.2.  Return to the Federal Fund interest earned on the $160,099 from December 31, 2001.
This interest should be computed using the CVFR and calculated through the date that
the $160,099 was transferred to the Federal Fund.

OSAC Comments

OSAC concurred with the finding and recommendations. OSAC stated that it began handling
the transactions correctly once the error was recognized.

FINDING NO. 3 - OSAC Did Not Comply with Federal Regulations
and OMB Circular A-87 for Costs Charged to the
Operating Fund

OSAC is required to comply with OMB Circular A-87, which sets forth the cost principles and
standards for determining costs for Federal awards carried out through grants, cost
reimbursement contracts, and other agreements with State and local governments. OSAC is also
required to comply with Federal regulations at 34 C.F.R. § 682.423(a). When OSAC established
the Operating Fund, it transferred $2.7 million from the Federal Fund to the Operating Fund with
a plan to return the funds in two equal installments in September 2002 and 2003. Federal
regulations at 34 C.F.R. § 682.423(a) state—

During periods in which the Operating Fund contains funds transferred from
the Federal Fund, the Operating Fund may be used only as permitted by
34 C.F.R. §§ 682.410(a)(2) and 682.418.

Among the provisions in the cited sections are the requirements that (1) costs charged to the
Operating Fund are ordinary and necessary for the agency to fulfill its responsibilities under the
HEA, (2) costs charged are allocable to the FFEL program, and (3) guaranty agencies that share
costs with other programs shall develop a cost allocation plan consistent with the requirements
described in OMB Circular A-87.

OSAC did not fully comply with OMB Circular A-87 and 34 C.F.R. § 682.423(a) for costs
charged to the Operating Fund. Specifically, OSAC did not (1) follow OMB Circular A-87 in
developing its cost allocation plan, (2) consistently apply the percentages shown in its cost
allocation plan, (3) provide periodic certifications for staff who worked solely on the FFEL
program, and (4) ensure that costs charged were allocable, and adequately documented.



ED-OIG/A09-B0016 Page 9 of 18

OSAC Did Not Follow OMB Circular A-87
in Developing Its Cost Allocation Plan

In addition to the FFEL program, OSAC administers the State Opportunity Grant Program,
over 200 privately funded scholarship programs, and other programs. The regulations at
34 C.F.R. § 682.418(c) state—

Each guaranty agency that shares costs with any other program . . . shall develop
a cost allocation plan consistent with the requirements described in OMB Circular
A-87 and maintain the plan and related supporting documentation for audit . . . .

A cost allocation plan is used to facilitate an equitable distribution of costs that are (a) incurred
for a common or joint purpose benefiting more than one program, and (b) not readily assignable
to the program specifically benefitted, without expending effort disproportionate to the results
achieved. OMB Circular A-87, Attachment E, C.3.c lists the criteria for an acceptable allocation
base—

(1) [1]t can readily be expressed in terms of dollars or other quantitative measures
(total direct costs, direct salaries and wages, . . . ) and (2) it is common to the
benefitted functions during the base period.

OSAC:’s cost allocation plans contain percentages for charging general administrative costs to
the FFEL program and non-FFEL programs. OSAC developed separate percentages for each
administrative position and each group of services and supplies costs that could not be directly
associated with a program.

Our review of OSAC'’s cost allocation plans for fiscal years 1999, 2000, 2001, and 2002 found
that (1) OSAC could not provide documentation showing its calculation of the percentages, and
(2) the allocation bases described in the plans for fiscal years 2000, 2001, and 2002 did not meet
the criteria specified in Attachment E, C.3.c.

Administrative employee salary costs

Cost allocation plan for fiscal year 1999. The plan states that OSAC used data from work
activity logs prepared by employees during July 1997 through May 1998 to allocate
administrative employee salary costs.” The logs showed the hours recorded for activities related
to FFEL program and non-FFEL programs and activities that could not be identified to one
program. OSAC provided the work activity logs for our review, but it had not retained
documentation showing the calculation of the allocation percentages from the information on the
logs and OSAC staff could not provide a verbal explanation of the procedures used to perform
the calculations.

% OSAC did not require administrative employees to prepare work activity logs after May 1998.
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Cost allocation plans for fiscal years 2000, 2001, and 2002. For administrative salary costs, the
plans state that OSAC used data collected from the administrative employees and their official
job descriptions to derive the allocation percentages. According to OSAC’s Fiscal Coordinator,
administrative employees provided the information verbally to her at the beginning of the year
on how they would allocate their time between the FFEL and non-FFEL program activities
during the year. The Fiscal Coordinator did not retain documentation of the information
provided. The official job descriptions did not contain information that could be used to develop
a quantitative measure.

Because OSAC could not provide documentation showing its calculation of the percentages and
used allocation bases that did not meet the requirements of OMB Circular A-87, we were unable
to determine whether the percentages in OSAC’s cost allocation plans provided an equitable
distribution of general administrative salary costs to the FFEL program. During fiscal years
1999, 2000, and 2001, OSAC charged about $1,979,407 of unsupported general administrative
salary costs to the FFEL program. (The amount is comprised of $524,580 for fiscal year 1999,
$705,803 for fiscal year 2000, and $749,024 for fiscal year 2001).

Administrative services and supplies costs

Cost allocation plan for fiscal year 1999. The plan allocated administrative services and
supplies costs by the full-time equivalents who worked 100 percent for the FFEL or a non-FFEL
program. We concluded that this base provided an equitable distribution of the costs.

Cost allocation plans for fiscal years 2000, 2001, and 2002. For administrative services and
supplies costs, the plans state that the allocation percentages were determined by management
analysis. The allocation percentages actually reflected the proportion of the agency’s biennium
state budget not funded by State general funds.

Even though OSAC did not use an acceptable base in its cost allocation plans for administrative
services and supplies, the allocation percentages in the plans for fiscal year 2000 and 2001
appear reasonable. The percentages were not significantly different from the percentages based
on full-time equivalents that worked 100 percent on the FFEL or a non-FFEL program. For
fiscal year 2002, the percentages in the cost allocation plan differed significantly from the
percentage of full-time equivalents.

OSAC Did Not Consistently Apply Percentages
Stated in Its Cost Allocation Plan

According to the OSAC’s Fiscal Coordinator, the allocation percentages specified in the cost
allocation plan for general administrative employee salaries are preset in the payroll system at
the beginning of each fiscal year. Our analysis of salary charges to the Operating Fund for fiscal
years 1999, 2000, and 2001 found that the percentages of salary costs charged to the

FFEL program differed from the percentages stated in the cost allocation plans. Generally, the
percentages used were higher than the percentages in the cost allocation plans. We also found
that the cost allocation plans did not contain allocation percentages for all general administrative
positions.
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General Administrative Employees

Fiscal Pel:centage Used Position Not Total Employe.es With Percent of
Year Total Differed From Listed in the Plan Salary Allocations Not Emplovees
Percentage in Plan Supported By the Plan ploy
1999 15 42 - 4 27%
2000 | 23 3° 2 5 22%
2001 22 5¢ 6 11 50%

? For the 3 employees, the percentages used were 10 and 12 percentages higher than those in the plan.
For the other employee, the percentage used was 7 percent lower.

b The percentages used were 25, 15, and 11 percentages higher than those in the plan.

¢ For the 3 employees, the percentages used were 80, 10, and 6 percentages higher than those in the plan.
For the other 2 employees, the percentages used were 4 and 10 percent lower.

As shown in the above table, salaries costs charged to the FFEL program were not supported by
OSAC’s cost allocation plan for 22 to 50 percent of the general administrative staff during fiscal
years 1999 to 2001.

OSAC Did Not Provide Periodic Certifications for
Employees Who Worked Solely on the FFEL Program

OSAC’s Loan Processing Division, Default Prevention & Claims Division, and Collections
Division work exclusively in the FFEL program. OMB Circular A-87 requires certifications, at

least semi-annually, for employees who work only for a Federal program. Attachment B,
11.h(3) states—

Where employees are expected to work solely on a single Federal award or cost
objective, charges for their salaries and wages will be supported by periodic
certifications that the employees worked solely on that program for the period
covered by the certification. These certifications will be prepared at least semi-
annually and will be signed by the employee or supervisory official having first
hand knowledge of the work performed by the employee.

During fiscal years 1999, 2000, and 2001, OSAC did not require employees who worked

100 percent on the FFEL program to complete certifications. According to OSAC’s Executive
Director, the certification requirement was overlooked for a period of time due to staff turnover
and workloads. He informed us that OSAC would reinstate a semi-annual certification
requirement during fiscal year 2002. Even though OSAC did not have the required
certifications, we concluded, based on interviews with long-term employees, payroll
documentation, and OSAC’s organizational structure, that salary costs charged to the FFEL
program were appropriate for staff in the Loan Processing, Default Prevention & Claims, and
Collections Divisions.
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OSAC Did Not Ensure that Charges to the
Operating Fund Were Allocable to the FFEL
Program and Adequately Documented

Permitted uses of the Operating Fund during periods that the fund contains funds transferred
from the Federal Fund are listed in 34 C.F.R. § 682.410(a)(2). Paragraph (ii) of this section
lists—

Costs that are reasonable . . . and that are ordinary and necessary for the agency to
fulfill its responsibilities under the HEA . . . Those costs must be—
(A) Allocable to the FFEL Program . . .
(E) Documented in accordance with applicable legal and accounting
standards . . . .

OMB Circular A-87 Attachment A, Paragraph C.1, contains similar provision on the allowability
of costs.

During our review of Operating Fund expenditures for fiscal years 1999 and 2000, we identified
the following transactions that did not meet these provisions.7

= Not allocable to FEEL program. OSAC charged $192 for coffee provided at a private
awards meeting. According to the Fiscal Coordinator, the amount was erroneously
charged to the Operating Fund due to a coding error.

= Not adequately documented. OSAC lacked adequate documentation for six reviewed
transactions totaling $6,221 in charges to the Operating Fund. OSAC did not provide any
documentation for two transactions and only a staff email message for another. For three
transactions, OSAC did not provide invoices or shipping receipts for charges on credit
card statements.

OSAC needs to have sufficient management controls to ensure that charges to the Operating
Fund meet Federal requirements.

Recommendations

We recommend that the Chief Operating Officer for Federal Student Aid require OSAC to—

3.1 Develop a cost allocation plan for fiscal year 2002 that is consistent with requirements of
OMB Circular A-87, submit the plan for the Department’s review and approval, and
make any needed adjustments for costs allocated to the Operating Fund for the fiscal
year. For the review of the cost allocation plan, Federal Student Aid, Financial Partners
Channel should consider soliciting assistance from Financial Improvement and Post
Audit Operations in ED’s Office of the Chief Financial Officer.

3.2 Either develop cost allocation plans for fiscal years 1999, 2000, and 2001 that are

7 These transactions were identified during our review of 181 transactions that were
judgmentally selected from the FFEL Program Account and Operating Fund transactions for
fiscal years 1999 and 2000.
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consistent with requirements of OMB Circular A-87 and make any needed adjustments
for costs allocated to the appropriate fund for those fiscal years or return $1,979,407 to
the appropriate fund.

3.3.  Provide confirming documentation that OSAC implemented a written policy for
preparing semi-annual certification and that certifications were prepared for the most
recent period.

3.4. Evaluate its policies and procedures to identify and implement steps that will provide
increased assurance that future expenditures charged to the Operating Fund meet Federal
regulations and OMB Circular A-87 requirements, including assurances that OSAC staff
responsible for approving and coding transactions are knowledgeable of applicable
Federal regulations and OMB Circular A-87 requirements.

3.5.  Either provide appropriate documentation for the unsupported expenditures or return
$6,221 to the Operating Fund.

3.6.  Return the $192 that was used for coffee at the private awards meeting to the Operating
Fund.

OSAC Comments

OSAC generally concurred with the finding and recommendations. In its response to the draft
report, OSAC described the corrective actions taken and provided a copy of its revised cost
allocation plan effective July 1, 2001. OSAC stated that it surveyed current employees whose
positions were partially funded by the FFEL Program and concluded that, in each situation, the
survey results were consistent with the percentages identified in past allocation plans. OSAC
identified $61,357 to be returned to the Operating Fund to correct over charges for the past three
fiscal years that resulted from the inconsistent use of percentages stated in its cost allocation
plans. OSAC stated that employees who were working solely on the FFEL Program completed
certifications in September 2001 and March 2002. OSAC agreed to return the $192 used for
coffee at the private awards meeting to the Operating Fund and provide the Department with
documentation for the $6,221 of unsupported expenditures.

OIG Response

As noted in our recommendation, we suggest that the Federal Student Aid, Financial Partners
Channel obtain assistance from Financial Improvement and Post Audit Operations when
reviewing OSAC’s revised cost allocation plan effective July 1, 2001, employee survey, and
support for the amount to be returned to the Operating Fund to correct past years’ allocations.

In the draft report, Recommendation 3.6 included $1,029 that OSAC charged to the Operating
Fund for polo shirts provided to employees of the Loan Processing Division. OSAC provided an
acceptable justification for the expenditure. Thus, we eliminated the $1,029 expenditure from
the finding and recommendation. We have provided OSAC with a list of the transactions
comprising the $6,221 of unsupported expenditures.
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OTHER MATTERS

Interest earned on the Federal share of collections. In a program review report, dated

April 16, 2001, the Financial Partners Channel for Federal Student Aid (FSA) reported that
OSAC had not transferred into the Federal Fund the investment interest accrued on the Federal
share of loan collections held in a holding account from October 1998 through

August 2000. FSA’s Dear Guaranty Agency Director Letter, dated July 18, 2000, informed
guaranty agencies that their procedures must provide that the Federal share of loan collections,
including investment income earned on the Federal share, is deposited into the Federal Fund no
later than 30 days after receipt. FSA delayed its enforcement of the requirement to transfer the
investment interest until the Department concludes on-going discussion of the requirement with
the National Council of Higher Education Loan Programs. In September 2000, OSAC
discontinued its use of the holding account and began depositing loan collections directly into
the Federal Fund.

Late payment of usage fees. If a guaranty agency uses the Federal portion of a nonliquid asset
for purposes other than the performance of its guaranty activities, the agency must promptly
deposit into the Federal Fund an amount representing the net fair value of the use of the asset
(usage fees). During its program review, FSA’s Financial Partners Channel found that OSAC
had calculated the usage fees for quarters ended September 30, 2000, and December 31, 2000,
but OSAC had not deposited the fees in the Federal Fund. The regulations at

34 C.F.R. § 682.420(c)(2) state that payments to the Federal Fund for usage fees must be made
no less frequently than quarterly. On June 30, 2001, OSAC deposited $46,243 in the Federal
Fund for usage fees covering the period July 1, 2000, through June 30, 2001. In its response to
the draft report, OSAC stated that it is current with its payment of usage fees.

Sponsorship fees for the “Mapping Your Future” program exceeded the contribution limit. The
HEA, § 422(h) required that $1 billion of guaranty agency reserve funds be placed in escrow
accounts over five years for deposit in the U.S. Treasury in September 2002. To comply with
this requirement, FSA instructed each guaranty agency to set aside a specific amount each year
in a restricted funds account. The HEA, § 422(h)(4)(B) allows a guaranty agency to use earnings
from the restricted funds account for default reduction activities. In a November 1999 letter, the
Department approved guarantee agencies’ use of investment earnings for contributions of up to
$1,500 to the “Mapping Your Future” program. OSAC’s contribution for the Fiscal Year 2000
Annual Sponsorship Fees for the “Mapping Your Future” program totaled $7,500. Thus, OSAC
improperly contributed $6,000 more than the allowed contribution limit. In its response to the
draft report, OSAC stated that it plans to request permission from the Department to allow the
excess expenditure.
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BACKGROUND

The 1998 amendments to the HEA of 1965, enacted on October 7, 1998, required each guaranty
agency to establish a Federal Fund and an Operating Fund. The final date for establishing these
funds was December 6, 1998. The guaranty agencies were to transfer all funds, securities and
other liquid assets of the guaranty agency’s FFEL program reserve fund to the Federal Fund,
which is the property of the Federal Government. The HEA required guaranty agencies to
deposit revenue from specific sources into the Federal Fund and defined the uses of Federal Fund
assets. The HEA also specified the deposits to be made into the Operating Fund and the general
uses of Operating Fund assets. Except for funds transferred from the Federal Fund, the
Operating Fund is the property of the guaranty agency. If the Operating Fund contains funds
transferred from the Federal Fund, the Operating Fund assets may be used only as permitted by
the regulations.

OSAC, formerly called the Oregon State Scholarship Commission, is the state agency
responsible for administering student financial aid in the State of Oregon. OSAC became
responsible for administering the FFEL program in 1967. OSAC contracts with USA Group or
FFEL program related computer services, except for loan collections, which is supported by in-
house staff. OSAC also administers a variety of Federal, State, and privately funded student
financial aid programs for the benefit of Oregonians attending institutions of postsecondary
education. Commissioners are members of the public appointed by the Governor. Its main
office is located in Eugene, Oregon.

AUDIT OBJECTIVE, SCOPE, AND METHODOLOGY

The objective of the audit was to determine whether OSAC complied with the HEA and
regulations governing the establishment and operations of the Federal and Operating Funds.
Specifically, we evaluated the (1) initial establishment of the two funds, (2) sources and uses of
the funds, and (3) ownership of nonliquid assets and usage fees paid.

We gained an understanding of applicable HEA provisions and Federal regulations; the State of
Oregon accounting system, reports, and records; and OSAC’s management controls. We
reviewed OSAC’s audited financial statements and single audits covering the periods July 1,
1997, through June 30, 2000. We reviewed the working papers prepared by the independent
public accountant (IPA) that conducted the single audit for fiscal year 2000. We reviewed the
FSA-Financial Partners Channel report issued on April 16, 2001, covering its program review
conducted at OSAC on January 22-25, 2001. We interviewed various OSAC personnel and
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FSA-Financial Partners Channel officials. We reviewed relevant FSA Dear Colleague Letters,
FSA Dear Guaranty Agency Director Letters, and correspondence between OSAC and FSA.

To evaluate compliance with the HEA and regulations governing the establishment of the
Federal and Operating Funds, we reviewed OSAC’s procedures used to establish the fund
balances and supporting documentation. We confirmed OSAC’s General Ledger Trail Balance
at September 30, 1998. We reviewed OSACs audited financial statements covering the periods
July 1, 1966, through December 31, 1976, and July 1, 1981, through June 30, 1984. We
reviewed the IPA’s working papers supporting the Independent Accountant’s Report on
Applying Agreed-Upon Procedures.®

We reviewed transactions recorded in the FFEL Program Account from July 1, 1998, to
September 30, 1998, and traced 35 transactions (judgmentally selected) to supporting
documentation. To evaluate the OSAC’s management controls covering sources and uses of the
Federal and Operating Funds, we reviewed transactions recorded in the FFEL Program Account,
Federal Fund and Operating Fund from October 1, 1998, to June 30, 2000, and traced 146
transactions (judgmentally selected) to supporting documentation. The auditors selected
transactions related to establishment of the Federal and Operating Fund, transactions described
as miscellaneous or had other descriptions that were not readily identifiable, and travel
expenditures with higher dollar amounts.

We also reviewed supporting documentation related to the claims, default aversion fee, and
collection processes for 25 borrowers. The borrowers were judgmentally selected from OSAC’s
default aversion fee reports dated May 31, 2000, and April 30, 2001. The auditors selected
transactions that represented a variety of purchase dates, loan amounts, and lenders and loan
servicers.

We reviewed OSAC’s cost allocation plans for fiscal years 1999, 2000, 2001, and 2002. We
analyzed expenditure transactions for general administrative salary costs recorded in the
Operating Fund for fiscal years 1999, 2000, and 2001. There is no assurance that the judgmental
samples were representative of the entire populations and should not be used for projections.

To review the ownership of nonliquid assets and usage fees paid, we reviewed OSAC’s schedule
of nonliquid assets and the audited financial statements to identify unlisted assets. We evaluated
the reasonableness and accuracy of usage fees charges and traced usage fees payments to the
Federal Fund.

To achieve our audit objective, we relied on standard reports from USA Group’s loan processing
system and OSAC’s loan collection system. We also used standard reports and electronic data
from the State of Oregon’s Statewide Financial Management System. Our assessment of the
reliability of the data was limited to confirming the data to supporting documentation for the
transactions reviewed in our judgmental samples and obtaining assurances in OSAC’s
management representation letter of the propriety of the data provided. Based on these tests and
assurances, we concluded that the data are sufficiently reliable to be used in meeting our
objective.

® The working papers showed that the audit work was conducted in January 2000. (The report
was not dated.)
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We conducted our fieldwork from July 16, 2001, through September 19, 2001. We performed
the majority of our fieldwork at OSAC’s location in Eugene, Oregon. We performed our audit in
accordance with government auditing standards appropriate to the scope of review described
above.

STATEMENT ON MANAGEMENT CONTROLS

As part of our audit, we made an assessment of OSAC’s management control structure, policies,
procedures, and practices applicable to OSAC’s administration of the FFEL program. The
purpose of our assessment was to assess the level of control risk, that is, the risk that material
errors, irregularities, or illegal acts may occur. We performed the control risk assessment to
assist us in determining the nature, extent, and timing of the substantive tests needed to
accomplish our audit objectives.

To make our assessment, we identified significant controls and classified them into the following
categories:

= Establishment of the Federal and Operating Funds
= Sources and Uses of the Federal and Operating Funds
=  Ownership of fixed assets and usage fees

Due to inherent limitations, a study and evaluation made for the limited purpose described above
would not necessarily disclose all material weaknesses in the control structure. However, we
identified weaknesses in OSAC’s procedures used to establish the funds and controls over the
sources and uses of the funds. We describe the weaknesses in the AUDIT RESULTS and the
OTHER MATTERS sections of the report.
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ATTACHMENT

OSAC Comments on the Draft Report
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Fax {54 1) G8T-T& 19 TTY (34 1) GET-7357
Website wwywosacsinleor,us

John A Kitchaber, M D Goeeanm

March 5, 2002

OMice of Inspector General
LS Department of Education
501 1. 51, Suite 9-200)
Sacramento, CA 95814

RE: Dirali O1G Audit Report of O5AC dated February 2002

The Oregon Student Assistance Commission (OSAC) bas received the draft audit report dated

February 2002 from OIG and is providing this document as our response to that report. The dralt

audit identified three potential findings:

1. That OSAC improperly excluded about $1.6 million when it established its Federal Fund,

2. That OSAC improperly deposited approximately 5 160,000 of supplemental preclaims
assistance payments into the Operating Fund, and

3. That OSAC did not comply with federal regulations refating specifically to cost allocations
and OMB Circular A-87,

The draft report also identifies three issues considered to be “other matters”, These are:
1. Investment interest income eamed on the Federal share of collections,

2. Late payment of usage fees, and

3. Owerpayment of sponsorship fees.

The Oregon Student Assistance Commission considers each of these draft findings and other
matlers 1o he serious issues. [t is the intent of the Commission to immediately take corrective
action, where appropriale, 1o ensure compliance. However, the Oregon Student Assistance
Commissien does not agree with findings #1 and #3.

Finding #1 — OSAC improperly excluded about §1.6 million when it established its Federal
Fund. OSAC believes it accurately and appropriately established both the Agency Operating and
Federal Fund. We disagree with this finding.

The izsue that OIG has identified rests primarily around continuous appropriations. We don't
believe there is disagreement the Oregon Legislature appropriated monies to OSAC for what is
now called FFELP.

When OSAC established these two funds, staff spent extensive amounts of time and research in
documenting that there were State moneys in the Student Loan Fund and that they were eaming
interest. In addition, we anticipated that the identification and caleulation of State moneys in the
Student Loan Fund might be questioned by the Department of Edvucation, Al the very least, we

1
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knew the establishment would fall under review at some point. Because of the unique nature
between our State Legislature, how money s appropristed 1o agencies, and how those mones are
then handled by our Oregon Treasury, OSAC worked with vanous entities when it established
the two fumds,  ‘We invelved owor State Treasury, our Audits Division, as well as an independent
CPA firm.

When OSAC established the Ageney Operating Fund and the Federal Fund, here 15 the process
we followed:

1. We asked if the State of Oregon ever provided money to QSAC for the purposes of
administering our sparantee program. Our analysis determined the answer to be “yes™ and
that the moneys were continuously appropriated,

2. Once determined, we contacted the State of Orcgon Audits Division and the State of
Oregon Treasury, To accurately fund the two accounts, OSAC needed to know how the
Audits and Treasury Divisions would treat continuous appropriations. We also neaded o
ensure that monies reported on our federal reports were true and accurate. At both Aundits
andd Treasury, we were informed that continuous appropriations immediately go to the
designated agency. Monies continuously appropriated are held @t Treasury, but are tracked
individually with both principle and mterest accruing to the designated FFELF account.

3. We then verified that balances on lederal reporting {our 1130 reports) were accurate and
real. When the State of Oregan funds a program, it does so with real money.  The fact it
wis recorded on federal reports 15 proof the money appropriated to O5AC for FFELP was
real. There are also references in State of Oregon Budget Bills that clearly identified the
continuols appropriations.

d. To verfy all of our calculations, & certified public accountant was brought in to review our
findings. The CPA firm confirmed and substantiated each calculation, and both determined
and tested that, based on interest earmings, the Student Loan Fund contained State moneys.

Additionally, OSAC was the recipient of two US Department of Education audits between the
lime we established the two funds and the time 010G audited our agency that specifically looked
at our cstablishment of the Agency Operating Fund, In neither audit was the estabhshment of the
two tunds questioned.

O5AC is having difficully understanding OIG s position relative 1o the establishment of the twa
funds given the process we went through to determine the beginning fund balances, the
documentation we have already provided, and the two andits conducted by the LS. Department
of Education. Ta be blunt, finding number | appears Lo discount the Oregon Legslature, the
Oregon Audits Division, the Oregon Treasury, an mdependent CPA firm, the Oregon Student
Assistance Commission, and the LS. Department of Education.

It's the intent of the Chregon Student Assistance Commussion Lo oppese this finding. Moving
[orward, we will be providing OIS with a State of Oregon Attorney General opinion regarding
the establishment of the funds. 'We will also be working with the CPA firm to provide vou with
additional support documentation.  Finally, we'll ask both the State Treasury and Audits
divisions to provide you with more detailed explanations of continuous appropriations. We hope
to provide this information to you not later than April 15, 2002,
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Finding #2 — OSAC improperly depostted 3160000 of Supplemental Preclaims Assistance in the
Orperating Fund.

(SAC agrees with this Ninding. This error oecurred during a time period when guarantee
agencies were moving from supplemental preclaims assistance to default aversion fees resulting
from reauthorizalion. Onee the error was recognized, OSAC began handling those transactions
comrectly.

Although O5AC agrees with thas fimding and 15 willing to transfer the money 1o the Federal
Fund, O5AC 15 requesting that OLG remove finding #1 before the physical transfer is made.

Finding #3 - OSAC did not comply with federal regulations and OMBE Circular A-87 for cosis
charged to the Operating Fund.

While OSAC doesn’t contest this finding, we want to point out that this Anding is more ghout
adherence {or lack thereof) to our own cost allocation plan. OSAC has ulilized cost allocation
for years. These plans have passed audit a1 both the federal and state level. During this O1G
awdit, 11 was discovered that O3AC was not always applying the percentages shown in our cost
allecation plan. Nor had OSAC completed periodic cerfifications for staflf working solely in
FFELP. Finally, there was a lack of documentation to cxplain why certain expenses were
charged to the FFEL program.

Our interpretation of Finding #3 doesn’t change the issue, but OSAC believes it important o
understand what happened. Additionally, al no time was it the intent of OSAC to not comply
with Circular A-27 ar Lo follow our own cost allocation plan. Rather, there were a series of
cvents and changes at our Commission that cavsed OSAC 1o be in the unenviable position of not
following our own plan.

Between July of 1999 and Tune of 2000, OSAC had three different Executive Directors and there
were changes in the line of report for our accounting staff. During this time period, there was
confusion as to whom our accounting staff reported to. There were also workload issues.
Unfortunately, the combinstion of these factors caused lapses in our cost allocation certifications,
manitoring of the splits, documentation, and management controls,

To ensure this type of thing docsn’l happen again, O3AC has taken the following steps:

» Hired additional accounting stall - including & Gscal coordinator.

»  Solidified the reporting structure for secounting staff, The Deputy Director as of
Movember 2001 15 the Chief Financial Officer and accounting now reports to this pesition.

« BReviewed our current cost allocation plan to ensure compliance with Circular A-87.

« Implemented management controls and certifications to support the cost allocation plan,

= Implemented an intermal certification form (copy of which is enclosed) to ensure
compliance with-our own plan.

= Separaled lunctions so thal changes to payroll allocations must be approved and enlered by
different cmplovees.

To correct any 1ssues from the past three fiscal vears, O5AC has gone back and rebuilt our plan,
Where possible, direct verifications have been used. For employees no longer with our agency,
we are using A-57 acceptable caleulations 1o determing reasonable costs. This methadology 1s
alzo used [orundocumented FEELR related expenzes.
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O5AC 15 currently condusting surveys to ensure proper tracking. We have also done nitial
calculations to determine the amount of money OSAC needs to return 1o the Federal Fund.
These surveys, a double-check of our ligures, and our new cost allocation plan will be completed
by April 157, 2002, At that time, we will forward our plan to the Department for review and
approval, OSAC is requesting that OIG remove finding #1 before payment is made, however,

Under the “other matters”™ issues, OSAC has or will take steps to immediately correct these
issucs, As OIG is undoubtedly aware, SFA has delayed enforcement of collecting the investment
interest income that would have been eamned on the Federal share until dizcussions with
MOHELP have concluded. To ensure OSAC meets deposil imelines, OSAC began in
September of 2000 the practice of depositing loan collections directly into the Federal Fund {(also
approved by the Departrent),

As OIG iz alzo aware, there were extensive debates over the caleulation for usage fees. When
that debate was concluded, OSAC made the appropriate transfers. As of the date of this
response, OSAC 15 current with 1ts payment of usage fees,

Finally, OSAC did exceed contribution Iimits [or Mapping Your Future, OSAC plans to request
permission from the Department to allow this over-expenditure of 36,000, Smee it would have
cost OSAC more money to develop and support its own web-based exit counseling system
(100% of which would have been charged to FFELP), there's logic that supports this
overpayment,

[ conclusion, OSAC would like o reiterate its disagreement with Finding #1. OSAC believes it
took every reasonable step to accurately establish the agency’s two funds. Oregon State audis,
federal reports to the Department of Education, the Oregon Treasury, and an independent
certified public accounting firm each support the methodology and action OSAC wok. Two LS.
Department of Education audits failed to identify the establishment of our funds as an issue or
finding. Only now is there guestion — and frankly, OSAC is baving a hard time understanding
the apparent disregard for the groundwork and research we've already conducted. We believe
that the additional information provided in this response and information soon to follow will
resolve this issue,

Respectiully,
l-._| L
&% :éiffym
Jeff Svejcar

Executive Director
Oregon Student Assistance Commission

co: Pattv Williams
Attachiment: 1
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O Student Assistance Commission
regon 1500 Valley River Dr,, Suite 100, Evgene, OR, 57201
Adminisiration {341) 6E7-T400

Inhn A Eichaber, ML, Gobemer Human Resources (5411 687-7405
Information Services (541) &87-T428

Fax {34 [} o87-T412 TTY (341] LHET-T357

Wehsite www.nsacalaleor. us

March 26, 2002

Office of Inspector General
US Department of Education
S01 1. 81, Suite 9-200
Sacramento, CA 953514

RE: Follow up information from draft OIG OSAC audit

The Oregon Student Assistance Commission, in accordance with its letler to you dated March 5,
2002, wishes to provide you with further documentation to support our position that O5AC did
properly establish its Agency Operating Fund.

Enclosed please find two letters addressed to the OSAC, The first letter is from our CPA firm,
Merina and Company. Merina's Jetier clearly addresses the issue of bias identified during our
conlerence call of February 19, 2002, As describad in the letter, bias cannot be part of an
agreed-upon procedures audil. Additionally, the interest crislited 1o the student loan account
clearly proves that there were monies .continudiisly appropriz iated — otherwise no interest could
have accroed,

The second letter is from the Oregon Department of Treasury. Once again, our Treasury
Department confirms that moeney appropriated to a specific program/fund will eam nterest to
that program/fund. Rased upen Oregon Statute, interest could not accrue to our “state’s general
fund’ onee designated for another program,

In combination; these two letters further reinforce our position that we accurately established our
Agency Operating Fund. The CPA firm of Merina and Company has proven that Student Loan
Fund menies did exist and Treasury has reported that interest accrued to the proper account,

OSAC conlinues to support the action we took to establish the Agency Operating and Federal
Funds. Upon receipt, we will be forwarding te you additional statements from our Budget and
Management Division as well as our Attorney General which will further support our actions - -
afthough we believe the enclosed documentation should suffice to satisfy vour concerns,

Fespectfully,

Jeﬁ"if(jub:

Executive Director

Enclosures
cc: Patty Williams, Commission Chair
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March 13, 2002

Bruce Marks

Deputy Chirector

Oregon Student Assistance Commission
1500 Valley River Dr. Suite 100
Eugene, OR 97401

We would like take this opportunity to explain the nature of an engagement 1o
periorm an agreed-upon proceduras engagement and o responc o the
suggastion that our work in performing such an engagement for the Oregon
Student Assistance Commission may have contained a bias towards the
Commission.

Cerified Public Accountants perform three types of engagements under
nrofessional attestation standards. These are 1) examination, 2) review, and 3)
agreed-upon procedures. In an examination, the CPA states an opinion. In a
review, the CPA provides a moderate level of assurance and no opinion is
rendered. In the third type of engagement, the agreed-upon proceduras
engagemeant, the CPA performs procedures and reports the findings. Again, no
gpinion is renderad.

Professional standards for agreed-upon  procedures  engagements  are
promulgated in the Statement on Standards for Aftestation Engagements. These
standards clearly state that user, in this case the Oregon Student Assistance
Commission, takes responsibility for the sufficiency of the procedures for their
purpase.  This is eslablished in the engagement letter and reiterated in the
reporl. The task of the CPA is o perform the procedures and report the resulis
{findings). The professional standards require that the findings are not to include
an opinion.

Our 1999 engagement lo perform agreed-upon procedures for the Oregon
Student Assistance Commission strictly adhered to these professional standards.
The performance of one particular procedure in the engagement was challenging
in that the nature of the financial statements we worked from did not contain the
information we needed in a straight forward, explicit manner. Rather, we had to
design and perform a predictive test to determine if the amount of interest
credited to the account of the Commission established the fact that a segregation
of funds was present even if they were not separately stated.

BAGG Ay STREET * WEST LINN, DRIGON B7086 « PHoME: (H03) TE20200 - Faxy (503) T23-5046 + WWW MERINACFAS. COM



Cregon Student Assistance Commission
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The result of this test was that the amount of interest credited to the Oregon
Student Assistance Commission would nolt have been possible if the
continuously appropriated state funds had not been present,

The periormance of a given set of procedures and the reporting of the results of
those procedures does not approach the level of reporiing that reguires an
opinion. In dead, a primary feature of an agreed-upon engagement is to provide
a vehicle for the CPA to offer a repart that does not contain an opinion, but
rather, a reporl on findings of fact or reasonably inferable, supportable facts.

Our workpapers in the engagement under discussion cleary demonstrated we
had sufficient evidence to report the finding discussed above. Furthermore,
findings of supportable facts, such as clear, albeil inferential, evidence that other
funds, even if not seqregated, were prasent, rises above any suggestion of bias,

Sinccrely

Menna & Company, LLP
Cerified Public Accountants and Consultants
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March 4, 2002

Bruce Marks

Deputy Director

Orezon Student Assistance Comumnission
1500 Valley River Drive, Suite 100
Eugene, OR 97401

Diear Rruce:

[ am writing in response o your cmail dated March I, 2002, in which you inquired about
the interest carned on two Oregon Student Assistance Commission (OSAC) accounts,
specifically 575000044 1 Student Loan Guarantee Fand and 5750000837 Federal Student
Loan Resérve Fund.

Apency sceounts are generally opened at Treasury according to Orvegon Revised Statutes,
such as OSACS account #373000044 1. This accounl was ¢stablished many vears ago
pursuant to ORS 348,570 (2) that specifically instructs Treasury to establish®a fund,
separate and distinct from the General Fund to be known as the Student Loan Guarantee
Fund:' It also states“Snterest earned by the fund shall Be-credited to the fand” The zccount
wis set-up thiz manner, and it continees (oearn nterest w0 tself today:

OSACS account #3730000837 was established, at the request of OSAC 1in November of
1998, according to federal legislation concerning Reauthorization of the Higher
Education Act of 1965, At that time, the new sccount #5750000837 named Federal
Student Loan Reserve Fund was opencd. This account also was sel-up Lo camointerest to
sl at that fime amd remains so today.

Unfortunately, our records retention on agency statements is only four yeirs; so Treasury
iz not able to provide a lot of historical data. Mowever, 1 hope the above information 1s
helptul.



If you need anything farther or have any questions, please fee] free to contact me at (503)
ITE-2885 or email ndy.a.rutkowski @ staic.orus.

Thank you.

Sincearely,

) )
;o :
Cpud 4. CXpitbrphe

I i
Jltdl A, Rutkowsk
Banking Services Manager



Student Assistance Commission

regon 1 500 Valley Bover D, Suste 104, Eugene, (R 9740
Adrministration (5417 GET-7400

Jim A Kitshater, M.Tx Governor Human Resources I:q"ﬂ_:l G87-7405
Information Services (5417 087-T428

Fux (5417 687-T41%, TTY (5417 687-T357

Website: www,ospc stateor.us

April 9, 2002

Office of Inspector General
LS Department of Education
501 1. St. Suite 9-200
Sacramento, CA 95814

RE: Response to Drafl Finding No. 3 — OSAC did not comply with Federal Regulations and
OMB Circular A-87 for costs charged to the operating fund.

This correspondence is intended to respond to the issues raised in the ED-OIG Draft Audit
Report of the Oregon Student Assistance Commission Finding number 3. While no business or
entity knowingly makes errors (hopefully), circumstances caused OSAC to fall short of
completely adhering to the requirements of OMB Circular A-87. It was and remains the intent af
OSAC to fully comply with Circular A-87. This document lays out the actions we have taken lo
bring OSAC back into full compliance and to ensure we remain in compliance in future years.

The first issue raised under Finding number 3 is the lack of documentation to support the
calculation of percentages for administrative positions, We agres with the QIG audit in that
personal survey interviews were obviously completed with individual staff, but we have been
unable o locate the supporting documentation. The primary employee responsible for the survey
information no longer works for O5AC.

To rectify this situation, OSAC conducted eurrent surveys of all employees funded at least
partially from the FFELP. OSAC compared the results of this survey with the percentages used
in past allocation plans for those position where documentation was missing, We next asked
those emplovees if specific job duties were comparable with 19959, 2000, and 2001. For
emplovees no longer with OSAC, we spoke with the individual now in that position. In each
situation, results were consistent with the percentages assigned to those employees identified in
past allocation plans. This documentation is kept in & central file and 15 available for review,

Additionally, OSAC now has each multi-funded employee record hours warked by fund type.
This survey information is recorded not less than one quarter each year and is also retained in a
central file for documentation purposes.  The first month of survey time tracking was completed
March 31. Initial review demonstrates that percentages of fund types-are well within lumits and
are actually farly conservative.

The second cost allocation issae involves using Circular A-87 acceptable methods 1o determine
costs for services and supplies not directly associated with a program.

These costs are now allocated based upon documented results of allocation surveys and
allocation timesheets,

i B



Office of Inspector General
April 9, 2002
Page 2

The audit determined that OSAC did not consistently apply percentages stated in its cost
allocation plan, The plan also failed to identify all positions. To correct this situation, OSAC
has done several things:

» Hired additional accounting staff - including a fiscal coordinator.

= Changed reporting structure. The Deputy Director as of November 2001 15 the Chief
Financial Officer and sccounting now reports to this position.

« Reviewed our current cost allocation plan to ensure comphance with Circular A<B7.

= Implemented management controls and certifications to support the cost allocation plan,

» Implemented an internal certification form to ensure compliance with our own plan,

» Separated functions so that changes to payroll allocations must be approved and entered by
different employvees.

For positions not identified i our plan, OSAC has added them to the plan, For those employees
sill working at OSAC, we've used existing surveys and direct conversations to evaluate the
appropriate allocations. Ingluded in this material is a worksheet that adds these 5 positions to
our cost allocation plan and caleulates the correct amount of reimbursement. The praject
coordinator position no longer exists.

The audit found that OSAC was not completing required periedic certifications for employees
waorking solely on the FFEL Program. OSAC has reinstated the required certifications. One was
completed in September of 2001 and the most recent in March of 2002, Documentation is
centrally retained and availsble for review. Penodic certifications are also part of our new,
intermal management control form. This ensures that OSAC will complete the certifications ina
timely manner.

Finally, the audit concluded that OSAC did not ensure that charges to the Operating Fund were
necessary, allocable to'the FEEL Program, and adeguately documented. O5AC disagrees with
the $1,02% charged for polo shirts to employees of the Loan Processing Division as being
unnecessary. In 1999, OSAC implemented many changes in support of the FFEL program.
Amongst those changes were on-site school training, enfrance and exit counseling, and
participation in various school and lender events. OSAC received numerous complaints from
schools and trading parners that OSAC staff was not identifiable to students. OSAC felt it
necessary to identity employees working with schools and students for important and required
functions such as entrance and exit counseling.

The 5192 for coffee at a private awards meeting was a coding error. OSAC never had any intent
ta have FFEL pay for this and we appreciate O1G catching this mistake.



Oifice of Inspector General
April 9, 2002
Page 3

OIG references 36,221 in charges to the Operating Fund., Dunng the audit, OSAC apparently did
not provide adequate documentation for these transactions.  [f Q16 will provide specifics for the
transactions, OSAU will provide the receipts, shipping mvoices, ete. to support the charges.

Recommendations from OICG audit

OSAC has developed a cost allocation plan that 15 consistent with the requirements of Circular
A-87. Itis included with this document for review. OSAC has worked clossly with our CPA
firm to both understand and comply with the Circular. We have also explored a variety of
acceptable methods to ensure compliance — such as statistical sampling. We are also including a
spreadsheet that identifies percentages used, amounts paid, and the ameunt that should have been
pard for fiscal years 1999 through 2002, Upon acceptance of our plan, OSAC 15 prepared to
reimburse the Agency Operating Fund for the amount identified - 561,357.00.

OSAC does require semi-snnual cerdifications of the FFEL program. Copies of the policy and
documentation are included with thizs document. Additionally, OSAC believes the steps
identified in this document, along with cur new, internal cerlification form will ensure
compliance with Circular A-87,

OSAC plans to return the $192 to the Operating fund upon approval of our new plan and is
awarting feedback from OIG regarding the 56,221 and 51,029 amounts in question.

Sincerely,
Jeft Svejcar

Executive Director

Enclosures
ce: Patty Williams



OBALC Costallocation eplits identified by $IG

gl Lokt amount FFELP amount FFELF
paidat  =/bpaid % salaryrecwd  shoudd Be charged  was chargad difference
Ex Lhir 100,00 28 S8% 5238 55613 B6 234 BE2S
recepl - foobriobe OO0 a7.56% 28264 L2« ¥7E 528 258 -E3.520
recept - footnate 1 100.00% AT.56% 2ar0a 22774 528,258 -53.520
Ex. Supp. - focinede 1 BE 10% B4, 53% 41171 £30,084 $36,272 52812
subtatal 34,854
2000 tesdad amount FFELP amount FFELFP
paldatis.  wbpaid % salary recvd  should be charged was charged difference
Ex Suppt 100.00% 85.00% 388435 B3 my FAE B3 55,526
Spec. Bvs. Rep 100.00%: TE. OO 51465 338,588 251,445 -312 866
O Spes D0.0055 TE.00% 15662 312,373 514,086 31,723
sublolal 320,416
not included:™ PO S000% B 3% 25860 25360 25850 50
2001 odal amount FFELF amount FFELP
paldal % whpaid s salanyreoed  should be charged was charged differanos
Exec. Suppt 100.00% S0 G0 41945 AT TE 341,246 54,185
185 100.00%: 20.00% 6010 7,80 539,010 -%31,208
1T B Cir 20.00% 824 D05 G3450 553,296 35705 SBEEOT
Exec, Cir 81,18% B5.00% BATT SES450 BES,338 3,422
subtolal 525,088
ned ncluded:®
sehonl liason 100005 100.00% nfa na mwa a
officer spec G0, 005 B0.00% £E145 $25,331 245,321 50
office spec 80, 00% £0.00% 20562 527526 B27.326 b2
prif, coord 5.0 75,00% 28820 £21.615 £21.615 b2
Tolal JSAC Eability based upon cverpayment of FFELP allocalian; =B51,357
Ameount to be returned to the A0F: 351 557
footnote 1 the only records availabie indicate tofal =2lary {including benefits) for the 58-01 biennivm. S5AC

dividad the tatal in kalf for the calendar year for the pupose of this calculalion



COST ALLOCATION PLAN

Oregon State Scholarship Commission
Effective July 1, 2001

This eost allocation plan is for the purpose of allocating costs to comply with OMB
Cireular A-87. Whenever possible, costs are charged directly to the program which
benefits. Allocation guidelines are for costs shared by federal and non-federal
programs administered by the Commission. The Federal Family Educational Loan
Program (FFELP) is the only federal program that has funds other than special
payments. Non-FFEL programs are often un-funded or under-funded and costs are
borne by the state general fund.

Personal Services

Program Emplovees

Emplovees in the Guarantee Services & Default Prevention Division and the Collections
& Claims Division work exclusively in the FFELP program, which is entirely funding
with Other Funds.

Employees in the Grants Divigion are agsigned to work with state programs, which are
usuaily funded through General Funds, and private award programs funded through Other
Funds donations. Salary costs are allocated based on the percentage of time spent on state
and private award activitics:

Administrative Employees

Based on surveys and imesheet tracking from Administration, Information Services and
Policy and Research Divisions, we have allocated program costs between General Fund
znd Other Funds activities (See Appendix A) for the period of July 1, 2001 to June 30,
2002,

Commissioners receive per diem and travel expenses for their attendance at commission
meetings and other business functions. Charges are allocated 89.00% to Other Funds and
11.00% to General Funds, in keeping with the administrative cost allocation, Total
commissioner payroll is under 52, 000 per vear,

Effective 74101



Fringe Benefits

Fringe benefits and Other Personnel Expenses (OPE) are allocated with salaries.
In accordance with A-87, attachment B item 11g; unemplovment reimbursement is
charged according to the Full Time Equivalency {FTE) split in Appendix B.

Travel
In-State Travel: Prior approval by a Division Director, the Personnel Manager, the

Deputy Director, or the Executive Director is required for reimbursernent. Staff and
managers are responsible for compliance with the State of Oregon’s trave] nules as
decumented in chapter 6 of the Oregon Accounting Manual. All requests for
reimbursement must be reviewed by the Travel Coordinator prior to payment,

Cut-of-State Travel: Prior approval by a Division Director, the Personnel Manager, or the
Deputy Director is required. In addition, the Executive Director is required to review and
approve out-of-state travel requests. An Out-of-State Travel Request Form must be
prepared and signed by all parties prior to travel arrangements and expenditure
reimbursement. Staff and managers are responsible for compliance with the State of
Oregon's travel rules as documented in chapter 6 of the Oregon Accounting Manual, All
requests for reimbursement must be reviewed by the Travel Coordinator prior to payment,

Travel Reimbursement for program personnel is coded based on the funding source for
the program they represent. Administrative personnél {or program personnel who travel
as & replacement for the directory or deputy director) are reimbursement using the
Admimstrative Division split in Appendix A. This includes NASSGAP, OASFAA,
WASFAA, NASFAA and NCHELP conventions. Travel for NCHELP program related
meetings is charged entirely to Other Funds, Allowable travel costs are determined by the
state travel rules and payment approved by the commission’s Travel Ceordinator,

Office Expenses

Office Supplies

Each division/program is responsible for ordering its own supplies from Boise Cascade.
General supplies for Admin, I8, Grants, and Policy/Research are paid according to
Appendix A. Those for total agency vse (for instance, conference room furniture) are
charged by the FTE split (Appendix B),

Postage and Delivery

Postage and processing services are charged directly to each program according to
invoiced cost. Administrative, Information Technology, Grants, and Policy/Research
mail is charged according to Appendix A. The prepaid postage account at Garten Mail is
paid monthly based on prior activity in each program or division.

Effoctive 71401



Duplicating/Copying

Agency copiers {purchased or leased and maintenance/supplies) mayv be usged by more
than one division or program. In this situation, division or program managers are
responsible for negotiating an equitable costing plan, Third-party duplicating services are
directly charged to the program involved. General duplicating and copying for the whole
agency will be charged using the FTE split (Appendix B),

{her Office Services
Other office services are direct charges when possible, Services for the entire agency are
allocated by FTE ( Appendix B).

Publicity and Publications
Publicity and Publications are charged to the program invelved. Services for the entire
agency are allocated by FTE {Appendix B),

Dues and Subscriptions

Duesand subscriptions are charged to the program involved. Services for the entire
agency are allocated by FTE {Appendix B).

Telecommunications

Costs relating to telecommunications are charged to the Division or program originating
or receiving the call. Collections Division (FFELP) is charped for the cost of the
autodialer, its $00 number and directory assistance. Default Prevention & Claims
Division (FFELP) is charged for the cost of its 800 number, as is the Administration
Division. General equipment and maintenance costs are allocated by FTE (Appendix B).
The Oregon Depariment of Administrative Services provides a monthly report of phone
access costs and calling charges by Division.

Data Processing
Data processing that can be attributed to a specific program is charged to that program.,

{reneral data processing supplies are allocated to the Information Technology Division
split in Appendix A, Costs related to the AS400 are based on a monthly analysis of the
data on the syslem.

Employee Training
The cost of employes training (including travel) is charged based on the program it
SEIVEsS.

Emplovee Reeruitment, Wellness, Safety

Recruitment costs are charges to the program that ts hiring the employee. Employee
recagnition costs are charged in the same fashion. General emplovee recognition or
wellness/safety programs are allocated by FTE (Appendix B,

Effective 701000



Professional Services

EAP
Employee Assistance Program (EAP) costs are charged by the FTE split (Appendix B).

femporary Emplovee Agencies
Temporary employee costs are charges 1o the program in which the temporary is working.

Personal Services Contracts

Personal services contract costs are charged to the program involved. If the service is for
the agency as a whole, costs are aflocated by FTE (Appendix B). If the service is
primarily for an administrative division and not a program, costs are allocated according
to Appendix A.

Attorney General Lepal Fees
Costs are charged to the program involved, General administrative matters, such as

general personnel issues, are charged 1o the Administrative Division split in Appendix A.

State Government Service Charres
Charges for services provided by other state agencies are allocated based on FTE split
(Appendix B},

Agency Program Related Services & Supplies
Costs for agency program related services and supplies are charged to the effected
PTOEIAIL.

Other Services & Supplies

Other services & supplies are charged directly to the program involved whenever
possible. Services & supplies for the entire agency are split by FTE {Appendix B).
services & supplies obtained for administration are split per Appendix A.

Facilities Rent & Maintenanee

Rent and general maintenance for the first Joor are allocated using the FTE split
{Appendix B). Fent and maintenance for the second floor office is charges to the Ford
Program. Maintenance requests that are to benefit a single program are charges to that

program,

Capital Equipment
Capital equipment is charged directly to the programs when appropriate. Because of the

size of the purchases involved most capital equipment is for use of the cntire agency.
These costs are allocated according to intended use following guidelines used above for
smaller purchases

Effective 771001



COST ALLOCATION PLAN

Oregon State Scholarship Commission
Effective July 1, 2001
APPENDIX A—General Administrative Allocation

We have chosen to further refine our payroll charges, In the past, we have had employees
track the time they perceive they are spending on FFELP and Non-FFELP activities and
used the resulting percentages for our-allocation. As this method can sometimes be
subjective, we have decided to combine this information with data from official job
descriptions and allocation surveys for cach emplovee of the Administration, Information
Services and Policy/Research Divisions, We feel that the combination of these methods
aceurately allocates pavroll costs for specific individuals.

Emploves Pavroll Cost Allocation

Position Non-FFELP FFELP
Executive Director 15% 85%
Deputy Director 15% A3%
Director, Special Services 25% 75%
| Executive Support 10%; 9%
Public Information Director 10% _ 90%:
Uflice Assistant 6% 0%
Fiscal Coordinator 15% B5%
Accountant 10% 0%
Accountant Technician 10% 9%
Office Specialist I1 10% %A
Personnel Manager 10%% WG
Info Services Div Manager 2% YR
| Systemns Analyst 20%. R0%
Systers Analvs 5% 453%
| Systems Analvst 21% 79U
Systems Analyst [D0%
| Systems Analyst 6% 6%
Data Communications Tech | 21% T9%
User Support Analyst 11% B9
Web Editor 44% 56%
|

Information Services dedicates a portion of their time to indirect services benefiting the
cntire agency, Allocation based on FTE’s was used for this portion of time,

Effective 7/1/401



Ifa services or supply can be directly associated with a funding source. that source will be
charged exclusively, However, many items henelit more than one program or are used by
employees with split funding. In these cases, the fallowing allocation of costs will be
made based on the average percentage results of allocation surveys, allocation timesheets
and management analysis:

Division General Fund Other Funds PFCA

Administration | 1.00% 89.00% 90001
Information Systems 23.00% 77.00% Q005
Ciranls Division JE.00% 62.00% Q0008
Policy & Rescarch JLB0% 68.20% SO00G

Effective 771001



COST ALLOCATION PLAN

Oregon State Scholarship Commission
Effective July 1, 2001
APPENDIX B—Allocations

Allocation by FTE: PCA 90003

wosts that are associated with the whole crganization are distributed by FTE. Allocation of these
percentages bebween General Fund-and Cther Funds is based on the Services and Supplies
allocation percentages in Appendix A, Allccatizns are input o the commission's accounting
zvetern onan annual basiz. Percentages lizted below are for the 2002 fiscal year, and cover the
period: of this plan.

Divisions FTE** % FTE (General Fund % Other Funds %
Administration ] 9,76 1.07 B.54
Information Technobagy & B.51 1.05 545
Grants Administration 11 11,83 4.53 7,39
Guarantea Services & 249 31,45 31.45
Default Pravention
Callecticns & Claims 3 95 37.81 ar.ad
Folicy and Research 225 244 78 1.67

8221  100.00 7.43 52 57

Allocation for State Gov Service Charge: PCA 90002

Costs ihat are associated with services provided by cther stale-agencies for the benefit of the
whole organization are distributed using this FCA,  Allecation of these percentages bebveen
General Fund and Other Funds is based on FTE

Divigions General Other General Fund % Other Funds %
Fund Funds

Administration ¥ 55817 1.07 B.a9
Information Technology aT04 33,655 1.05 .46
srants Administration 23,032 54845 4,53 T.58
H Guaranies Servicas & 321,048 31,48
Ceafault Prevention
Collactions & Claims F25:372 3r.a
Faolicy & Besearch £022 8111 73 1.67
34 975 351,549 743 9257

Effective W 101
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